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M
any industrialized countries as well as an increasing number of developing countries have made substantial progress towards fostering allocative efficiency through sound domestic and foreign trade policies. Privatization and deregulation during the 1980s and the gradual reduction of tariffs in eight Gatt rounds starting in 1947 have aimed at gradually liberalizing the world economy. These measures, however, may only contribute to the development of a more liberalized environment if new distortions are not increased at the same time. In this respect, concern has been expressed about the fact that the decreasing importance of tariffs has been accompanied by an increasing variety and number of non-tariff barriers (NTBs). 1 The achievements of multilateral negotiations and agreements may be offset by countryspecific or industry-specific trade-restricting measures. The protection of some sectors may even have been increased despite the reduction in tariffs. If the rising importance of NTBs is in part aimed at circumventing Gatt obligations, the current process of multilateral negotiations will have to be reviewed critically.
Evolution of Non-tariff Barriers
The extent of protection by NTBs is difficult to measure because of the lack of transparency. Two alternative procedures have been developed: the incidence approach and the inventory approach. 2 The first approach tries to assess the effects of NTBs, distinguishing between sectoral and global and between domestic and foreign effects. In the ideal case, an appropriate checklist might serve as a reference framework2 Although this procedure would theoretically allow for the identification of the main distortions arising from an NTB, it remains nearly * Institute of World Economics, Kiel, Germany. This paper is part of a research project on "The Social Market Economy: Challenges and Conceptual Response". Financial support by the Bertelsmann Foundation, Heinz Nixdorf Foundation and the Ludwig Erhard Foundation is gratefully acknowledged. I would like to thank Rolf Langhammer and Peter Nunnenkamp for helpful discussions.
impossible to quantifiy the effects. Besides the missing transparency of the measure itself, u ncertai nties about the spill-over effects render this task almost unmanageable.
The inventory approach focuses on the frequency of NTBs. Besides an analysis of the development of the number of NTBs over time, the share of trade covered by those measures is sometimes used as an indicator for the trend in protection? To assess the development of NTBs over time, the OECD has calculated an index of tradecoverage ratios (cf. Table 1 ). The analysis reveals that NTBs have either persisted or have even increased, s During the last decade, levels of NTB-protection remained roughly constant in Austria, Switzerland and Japan. In contrast, an increase of protection as measured by the share of trade covered by NTBs is visible in particular in Canada and the EC. Focusing on core NTBs, such as surcharges, variable levies and quantitative restrictions, the trade coverage ratios of NTBs increased in the EC, the USA, and Finland. In the major industrialized countries the import coverage ratio amounted to 18.2 per cent for all ' Recently, the term, "contingent protection" has become popular to describe the new developments in trade restricting practices; cf. Jim Rollo, Alasdair Smith: The Political Economy of Eastern European Trade with the European Community: Why So Sensitve?, in: Economic Policy, Vol. 8, No. 16 (1993) NTBs in 1990, and to 18.5 per cent for all items, excluding fuels. 6 These results, however, may only be interpreted as first evidence with respect to the incidence of protection by NTBs. In particular two problems remain: on the one hand the number of NTBs are not recorded officially, and on the other hand the indicator does not reveal whether these measures are binding. Despite these limitations the analysis supports the view that NTBs have become increasingly important in terms of trade coverage and frequency. In some cases this is onlytrue in relative terms, but in other cases protection with NTBs increased in absolute terms.
In the following, we will look at the development and incidence of two selected NTBs that have become increasingly important:anti-dumping measures and trade related investment measures.
Anti-dumping and Countervailing Actions
In principle, anti-dumping measures (ADMs) and countervailing duties (CVDs) 7 are Gatt consistent. According to Article VI of the Gatt"the contracting parties recompose that dumping, by which products of one country are introduced into the commerce of another country at less than the normal value of the products, is to be condemned if it causes or threatens material injury to 220 an established industry in the territory of a contracting party or materially retards the establishment of a domestic industry". On the size of the duty the same article stipulates "in order to offset or prevent dumping, a contracting party may levy on any dumped product an anti-dumping duty not greater in amount than the margin of dumping in respect of such countries". 7 In contrast to ADMs directed against "below-cost pricing" practices of companies, CVDs are used against the export subsidization policies of countries. In the following, we will often use the shorter expression ADM instead of the more lengthy expression ADMs and CVDs. in 1992, including Mexico (25), New Zealand (13), India (5), Austria (4), Japan (3) and Brazil (9)2 While exporters from the European Community, Japan and the United States were most frequently the subject of the initiation of anti-dumping investigations, a number of developing countries and economies in transition were Japan, developing countries and economies in transition are the main targets of the EC anti-dumping policy.
Similar to the EC, the use of anti-dumping procedures varied in the USA during the 1980s but remained on a fairly high level. The number of newly initiated antidumping investigations increased from 13 at the beginning of the 1980s to 65 in the 1985/1986 period. After a two-year decline the number of investigations again amounted to 62 in the 1988/1989 and 1990/1991 period (cf. Table 5 ). 
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Trading partners that were heavily affected by US investigations again belong to both the group of industrial countries and the group of developing countries. Exporters from Japan, Germany and Canada are the most frequent targets from industrial countries, while China, Taiwan, the Republic of Korea and Brazil are the main targets among developing countries. In Eastern Europe exports from Romania and Poland were most heavily investigated (cf. Table 6 ). Considerable similarities are also observable with respect to the product profile. Chemicals, textiles, machinery and electronic products were affected most by recent US anti-dumping investigations?
So far, the analysis has revealed that anti-dumping investigations are not concentrated only among industrial countries but are frequently used against exports from developing countries and from central and eastern European producers. When looking at the mere number of cases one has, however, to bear in mind that the number of cases reflects neither the restrictiveness of the measure nor the social welfare effects. In analyzing the general impact of anti-dumping it must be distinguished between short-run and long-run effects. In the short run, consumers in the country importing the dumped product usually benefit from the lower import price. In contrast, prices, profits, production and employment levels as well as the market share of the domestic industry may be adversely affected if factor mobility is relatively low. The long-run effects of dumping in the importing country depend on the medium and long-term development of domestic competitiveness.~~ Damaging effects may occur if economies of scale or learning effects are important or necessary R&D is are not undertaken in the domestic economy due to the adverse short-run effects."
A fundamental source of inefficiencies in ADMs stems from the substantial discretionary elements in the initiation procedure and in the evaluation of dumping actions. ~2 The determination of representative prices, the Require foreign investors to use local substitutes for imported inputs if a "similar" component is manufactured locally.
Determine e.g. the production of a specific good or prohibit the production of selected goods.
Require the implementation and use of a specified production technology. It is intended to encourage research and development activities.
Require that the import volume of the foreign investor is tied to his export performance.
Directed at constraining an investor in terms of the amount of intermediate inputs which can be imported. Limit the foreign exchange available to the foreign investor. Often the investor may not use more foreign exchange to buy foreign inputs than he receives from his exports.
Directly limit the import of specified products.
Regulate the share of equity that foreign firms are allowed to own. Sometimes these regulations are tied to the market orientation of foreign firms.
Regulate the participation of local employees and managers in the foreign firm.
Output TRIMs
Export Performance Requirements ( Licensing Requirements (LRs)
Require a specified export performance by e.g. fixing a minimum share of production that has to be exported or by fixing a minimum value of exports.
Regulate the relation between the host firm and the foreign mother company. Exclusive sale rights are fixed for the host firm to selected regions or world-wide.
Control or prohibit exports of specific products to improve trade opportunities for local companies producing close substitutes.
Require the investor to sell a specified amount of his production domestically. DSRs thus are complements to EPRs.
Restrict the repatriation of foreign firms' profits and the salaries of foreign employees.
Licences may be required in the area of production, exports, etc. be used as an instrument of industrial policy rather than as measures that exclusively try to offset international distortions. The generally low share of trade affected by definitive anti-dumping duties underestimates the impact of these policy measures because cascading effects may become important. Beside the neglect of consumer interests a number of other direct effects on importers of intermediate goods, effects on other exporters via possible exchange rate effects, the increasing uncertainty associated with discretionary policy actions as well as increasing incentives for rent-seeking activities are among the trade-disrupting effects.
Trade Related Investment Measures
Trade related investment measures (TRIMs) are regulations and incentives adopted by governments to influence the operations of foreign firms in their territories. TM They encompass a wide variety of measures. One possible classification of TRIMs is to distinguish between input and output TRIMs? 5 Table 7 lists and briefly describes the most common TRIMs.
Local content requirements are the oldest and most important type of TRIMs, originating in the Latin American automobile industry. TM They were intended to prevent the degradation of the locations to mere assembly shops. Besides local content requirements stipulations concerning employment of local nationals to managerial positions as well as limitations on equity ownership by foreign firms are among the most frequent TRIMs."
The welfare implications of TRIMs are difficult to assess. The aim of many developing countries is to obtain maximum gains from the operations of foreign firms. Whether TRIMs are suited to achieve this objective remains debated. It is sometimes argued that existing impediments to free trade in industrial countries render TRIMs in DCs necessary. TM This reasoning, however, may not appear very convincing. It is highly unlikely that TRIMs Although not all TRIMs affect the value of trade flows and the pattern of trade directly, they may be expected to decrease welfare in the domestic and foreign economy. Binding local content requirements, for example, may induce a number of substitution effects in the production of goods. By requiring that a specific proportion of inputs has to be purchased from local sources rather than foreign sources, efficient production may be artificially hindered if local inputs are of a lower quality or are more expensive than foreign inputs. Local content requirements may thus lead to a lower quality of goods or to higher prices. As a consequence consumers may lose. Furthermore, the profitability of foreign direct investment may be negatively affected. An induced decrease in foreign direct investment flows may have a negative impact on employment.
Notwithstanding the difficulties in assessing the incidence of TRIMs, some evidence has been uncovered so far: '9
[] The incidence of TRIMs is concentrated in developing countries. Brazil, Mexico, India, and Nigeria rely on TRIMs most heavily within the group of the developing countries, while Canada, Australia and Spain stand out in the group of developed market economies.
[] The sectors mostly affected are mining and manufactures. In the latter sector TRIMs are most heavily concentrated in the manufacture of autos, high tech and petrochemicals.
The importance and the potential distorting effects of TRIMs have been recognized for some time. The inclusion of TRIMs into the Gatt framework was already discussed in 1981. Massive opposition from a few developing countries led to a postponement of the issue until the beginning of the Uruguay Round in 1986. The participating parties did not manage to formulate a draft treaty until the Brussels conference in December 1990, which was originally intended to end the Uruguay Round. But the final agreement on TRIMs remained below expectations. 2~ It applies only to goods. In an appendix those measures are mentioned which have to comply with Article III ("national treatment") as well as Article XI (quantitative restrictions) of the Gatt. The enumeration in the appendix is, however, far from comprehensive. The contracting parties are required to announce all those measures that are not compatible with the two articles. These measures have to be phased out within two years (industrial countries), five years (developing countries) and eleven years (least developed countries). Developing countries may, however, still continue to use TRIMs to promote economic development (Article XVIII, Gatt). Beside the missing comprehensiveness of the agreement, discretionary elements thus continue to exist. TRI Ms will have to remain high on the agenda of trade policy agreements. 21
Summary
The world economy has changed substantially in recent years. Unilateral trade liberalizations in many developing countries, the completion of the internal market programme of the EC, as well as the ongoing system transformations in central and eastern Europe have created newchances for a more integrated world economy and new growth opportunities. Whether these potential gains can be realized depends not only on sound domestic policies but also on the future external policies of the main economic actors in the world.
Tariffs no longer represent the most serious impediment to international trade. As the importance of tariffs in restricting free trade has been declining, non-tariff barriers are becoming increasingly important. Similar The analysis has shown that anti-dumping investigations have frequently been initiated against exports from developing countries as well as against producers from central and eastern Europe. A number of discretionary elements remain in the initiation procedure and in the evaluation of dumping actions. They may be misused for discriminatory protectionist purposes.
TRIMs may be seen as one typical example of the vicious circle of regulations, circumventions and new regulations. Quantitative restrictions such as voluntary export restraints encouraged international companies to circumvent them by directly investing in the foreign country. As a consequence governments either include domestic production by foreign companies in quantitative restrictions or try to regulate foreign direct investment by means of various TRIMs. The agreement on TRIMs within the Uruguay Round must be seen as only a first step in the right direction. Escape clauses for developing countries as well as the consideration of only a few selected types of TRIMs represent the major weaknesses of the agreement. A more comprehensive agreement is needed.
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Heike Proff* T he IMF's and World Bank's Structural Adjustment Programmes (SAPs) in less developed countries are designed to deal with persistent balance-of-payments problems. The IMF, which has played the lead role in * Stuttgart, Germany.
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INTERECONOMICS, September/October 1994 developing the SAPs, 1 does not pursue any particular industrial policy for the countries concerned. In general, though, the measures taken by national governments as a condition for obtaining balance-of-payments support lending serve to improve the overall economic environment for efficient, mostly exporting companies.
